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KEY BCONOMIC INDICATORS: FRANCE 


All Values in Billion U.S. $ Exchange Rate as of 11/15/72 
Unless Otherwise Indicated es eat Sh, U.S, $1.00 = F 5.1157 
A B C Ds Et 
1970 1971 Cumilative 4% change Rate of 
dicitieailnidte-< aidliitiecces MMII ad oe a 
INCOME, PRODUCTION, EMPLOYMENT et ae 
GNP at Current Prices 1.3 176.8 196.83/ - +11.32/, 
GYP at Constant (1963) Prices 119.3 125.2 131.8 - + 5 3u/ 
Per Capita WP at “urrent Prices ($1000) 362 3.5 3.8L, - 110.14/ 
Fixed Investments by Non-Financial Enterprises 27.5 30.2 33.52/ - +11.) 
Indices: 
Industrial Production at Year End 
(1972 = 100)(9/72) 162 1% 18 $5.0 + 6.08) 
Avg. Labor Productivity (Prev.Yr.=100) 104.9 105.) 105.52/, - * 5.se/, 
Avg. Industrial Wage (Prev.Yr.=100) 110.7 110.7 111.22 - +11.22/, 
Labor Force (Millions) 22. 04 21.52/ - + 0.5L/ 
Registered Unsatisfied Job Seekers at Year 
End (1000s)(9/72) 300.4 372.9 393.9 #11.3 +12.22/ 
MONEY AND PRICES 
Moncy Supply at Year End (6/72) bWheS LIL 43.1 712.9 +15,01/ 
Interest Rate (Bank of France Discount Rate 
at Year End (11/72) 7% 6.5% 6.5% in i 
Indices: 
Retail Prices At Year End (1970#100)(9/72) 101.9 108.0 113.2 +63 +5.92/ 
Wholesale Prices At Year End (1962=100) 1 
(8/72) 129.3 136 140.5 5:6 + SO 


PALANCE OF PAYMENTS AND TRADE 
Gold and Foreign “xchange Reserves at 

Year End (10/72) 4.8 Tol 8.9 +36.9 = 
Balance of Payments (Current and Long-Term 

Capital Transactions with Rest of the 


World) (6/72) +02 ¢02 - O02 ~ - 
Balance of Trade (Imports CI¥, Exports FOB) 

(9/72) ois O72 «= 0:7 - = 3 
Exports FOB (9/72) 17.9 20.5 18.5 +266 +27.02/, 
Exports to U.S., FOB (9/72) 40 - Rae 1.0 +1).7 =32.0u/, 
Imports, CIF (9/72) 19.1 21.2 19.2 424.5 726,00, 
Imports from U.S., CIF (9/72) ie 28 1.6 +11.8 -21.02/ 
U.S. Share of French Import Market (9/72) 9.9% 8.5% 8.2% “an 
Book Value of U.S, Direct Investment 2.6 N.A. NA. e 


Main Imports from U.S. OST, Taine ‘Willions): Machinery and Mechanical Appliances (486); 
Electrical Equipment (167); Optical, Photographic, Precision and Similar Apparatus (102); Or 
ganic Chemicals (95); Residues from Food Industries (80); Mineral Fuels and Oils (78). 


Footnotes: #C/same cumlative portion of B, ##Averg. growth rate for period indicated 
measured on annual basis. 
1/ Embassy estimate for full year; 2/Latest official French Government estimtes. 

In order to assure comparability, all franc figures for ONP, Fixed Investment and Money 
Supply have been converted into dollars at the rate of 5.1157 francs per dollar, which was 
established in December 1971. Trade figures have been converted, however, at the rate pre- 
vailing at the time in question. It should be noted that under this procedure percentage 
changes in foreign trade from one period to the next are different when calculated in francs 
and in dollars. The dollar value of zold and foreign exchange reserves for December 1971 
and subsequent dates is based on the new parity of $38 - 1 ounce of fold, and the percentage 
change from October 1971 to October 1972 reflects this adjustment. 
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FRANCE 
SUMMARY 


The number one problem facing French economic policy makers is 
inflation. According to current official projections, which may be 
optimistic, retail prices will rise 5.9 percent in 1972. Given present 
growth rates, there should be little, if any, unused capacity left in 
the French economy by mid-1973. At that time, France will be faced 
with excess demand, which will exacerbate inflationary pressures gen- 
erated from the supply side, principally by rapidly increasing wages. 
Under these circumstances, it is doubtful that the rate of retail price 
increase will decelerate to 5.3 percent next year, as French national 
account experts predict. In the face of burgeoning inflationary 
pressures, French economic policy, which was moderately expansionary 
in the first half of 1972, has shifted toward a more "neutral" mix. 


Although it will continue to be plagued by inflation, the overall 
outlook for the French economy is excellent. Strong points in the 
economic picture include the following: A) Real GNP will expand 
roughly 5.3 percent in 1972. Next year, the growth rate should come 
closer to the 6 percent target of the current French economic plan. 

B) This rapid expansion should permit absorption of all new entrants 
into the labor force in 1973, although the absolute amount of unemploy- 
ment will remain at a relatively high level. C) Industrial production 
has been picking up and businessmen are increasingly optimistic about 
future production prospects. D) The strength of the French balance of 
payments will continue in 1973, with French exports in a strong competi- 
tive position. 


The rapid growth of the French economy is accompanied by a surging 
demand for imports, which creates new opportunities for American ex- 
porters. In 1973, once the full effects of last year's currency realign- 
ment are felt more fully, our share of the French import market should 
improve, 


In the late 1960s, many Frenchmen were highly critical of U.S. 
investment in their economy. Since then, there has been a marked 
improvement in the climate for foreign investment. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Anti-Inflation Drive Boggi Down 


A recent newspaper poll showed that 70 percent of the French public 
regarded inflation as the number one public policy issue in France. The 
basis for this concern is evident in the following statistics. 


- - According to current official projections, retail prices will rise 
5.9 percent in 1972, roughly the same rate of increase registered last year. 
Food prices will show a larger jump over the year (7.3 percent), as a result 
of both underlying supply and demand factors and increases set under the 
Common Agricultural Policy of the European Community. 


- - The official projections may prove to be optimistic. In the 12 
month period from September 1971 to September 1972, the overall retail price 
index soared 6.3 percent. 


- - Wholesale prices are now increasing at a 5.6 percent annual rate. 


The current French inflation is fueled principally by attempts to 
maintain profit margins at a time when firms are granting large wage increases. 
The wage-price spiral displays no symptoms of abating. Average hourly wages in 
manufacturing are swelling at an annual rate over 11 percent, approximately 
twice the rate at which productivity is gaining. Moreover, by the second half 
of next year, there should be little, if any, unused capacity left in the 
French economy. At that time, France will be faced with excess demand, which 
will exacerbate the inflationary pressures generated from the supply side. 
Under these circumstances, with the economic policy mix described below, it is 
doubtful that the rate of retail price increase will decelerate to 5.3 percent 
next year, as the French national accounts experts predict. In any case, the 
4 percent target recently set for members of the European Economic Commnity 
would be completely out of reach. 


But Overall Economic Outlook Brightening 


Although it is still plagued by inflation, the overall outlook for the 
French economy is excellent. The strong points in the economic performance 
picture include the following. 


- - At the end of 1971, most observers expected real GNP to grow less 
than 5 percent in 1972. The current forecast is around 5.3 percent. The 
outlook for 1973 is even brighter. Next year, the real growth rate should 
come closer to the 6 percent target of the current French economic plan. In 


contrast, the average real growth rate of all OECD members should be around 
4.5 percent this year. 


~- - Rapid growth in 1973 should permit absorption of all new entrants 
into the labor force although it will not be sufficient to reduce the abso- 
lute amount of unemployment. This is in marked contrast to the situation in 
1971 when unemployment expanded sharply throughout the year. In 1972, the 
rate of unemployment leveled off, standing at 2.5 percent in September versus 
2.4 percent in December 1971. 


- - Last December's international currency realignment has had a favor- 
able effect on business confidence. In particular, it encouraged businessmen, 
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especially in export related sectors, to revise their investment plans upward. 
As a result, real plant and equipment expenditures, while not reaching the 
boom levels of 1969 and 1970, will grow more rapidly than real GNP in both 
1972 and 1973. At the same time, consumption expenditures have remained a 
very strong element of demand. 


- - Industrial production has been picking up. It rose 5.8 percent in 
the 12 months ending in September 1972. Business opinion surveys point to 
stronger performance in the months to come. Since last April, orders have 
gone up steadily while inventories declined. Businessmen are increasingly 
optimistic about future production prospects. This optimism is well reflected 
on the Paris stock exchange where average share prices increased over 25 
percent between January and November. 


- - The French balance of payments has been strong»since 1970, with the 
balance on current and long-term capital transactions close to equilibriun. 
Judging by present trends, there should be a surplus next year. The overall 
balance of trade (imports CIF, exports FOB) is expected to be in rough equil- 
ibrium in 1973, as compared to a small deficit (around $150 million) antici- 
pated in 1972. Gold and foreign exchange reserves have reached record levels 
this year standing at $8.9 billion on October 31. 


Economic Policy Shifting to More "Neutral" Stance 


In the first half of 1972, the French government pursued moderately 
expansionary monetary and fiscal policies while maintaining price controls 
on industrial products and some services. In the face of burgeoning infla- 
tionary pressures, policy has now shifted toward a more "neutral"mix. The 
rationale for such an orientation is based on the assumptions that A) "Spon- 
taneous" factors in the economic situation will produce a strong growth 
record without fiscal stimlus. B) Deflationary policies would be ineffect- 
ive in curtailing the "cost push" inflation France is experiencing. C) A 
high rate of inflation is acceptable as long as most other @®untries are also 
inflating rapidly and the competitive position of French exports is not 
endangered. The ingredients of the new policy mix are the following: 


- - The budget for 1973 is a balanced one, in which both revenues and 
expenditures grow at roughly the same rate as Gross National Product. The 
budget includes significant new expenditures in the areas of defense, wel- 
fare programs, telecommunications, highways and the merchant marine. On the 
revenue side, there are no major changes in the French tax system. 


- - Monetary policy is concentrating more on curtailing growth of the 
money supply, which expanded 8.2 percent in the first half of 1971. To this 
end, the Bank of France has increased the reserve requirements of commercial 
banks, tightened its open market policy considerably and raised the rediscount 
rate from 5.75 to 6.5 percent. As a consequence, day to day money rates on 
private paper, which were around 4 percent in August, are now in the 6-6.25 
percent range. In French eyes, such a policy is partly contingent on the 


dollar being relatively strong so that high interest rates in France do not 
induce excessive dollar inflows. 








- - The “contractual incomes policy", under which firms in key industrial 
sectors agree to restrain price increases to an average of 3 percent a year, 
continues. In July, the Government announced a strengthening of the program 
through stronger enforcement of price control agreements, a freeze on public 
utility rates and consultation with other members of the European Community on 
anti-inflationary policies. French commentators, however, largely regarded 
the measures tkken as "window dressing". 





- - The double exchange market instituted in August 1971 remains in 
operation. In the market handling official, commercial and some current in- 
visible transactions, the parity of the franc is defended within customary 
margins. All other transactions go through a market where the exchange rate 
is determined by supply and demand considerations. In recent weeks, the 
exchange rate on the two markets has converged in the Fr. 5 - 5.05 = $1 
range. 


The above policies should continue well into 1973. With legislative 
elections (now likely to be held in the Spring of 1973) under its belt, 
the French Government may be willing, however, to introduce some of the 
unpopular measures, for example tighter controls on wages, required to cut 
down the rate of inflation significantly. 


IMPLICATIONS FOR THE UNITED STATES 


Competitive Position of French Exports Strengthening 


Export growth is playing a key role in the strong performance of the 
French economy. In 1972, the demand for French exports has been buoyed 
more than expected by strong expansionary trends in the economies of 
France's principal trading partners and by France's sound competitive posi- 
tion in international markets. The French share of the total import market 
of its 8 most important trading partners should reach 9.6 percent this year, 
versus 8 percent in 1969. The French have sharpened their competitive edge 
for a number of reasons. Exchange rate movements have made French exports 
relatively cheaper at a time when the productivity of French workers is 
improving rapidly. In addition, on the average, French prices are not rising 
more quickly than those of other major industrial countries. Finally, French 
export prices are going up more slowly (3 to 3.5 percent a year) than the 
general price level. Given the impressive gains registered by French exports 
this year, 1973 will be a "year of consolidation". 


Considering the rapid rate of expansion of the American economy, it is 
not surprising that French exports to the United States are burgeoning. 
They should account for 5.6 percent of total exports this year as compared 
with 5.4 percent in 1971. 


rtunit for U, S rters 


The rapid growth of the French economy has been accompanied by a surging 
demand for imports. In fact, both in 1972 and 1973, the volume of imports is 
forecast to expand 11-12 percent, considerably faster then real GNP. This 
situation is opening up new opportunities for U.S. exporters. 








After shooting up by a record 30 percent in 1970, French imports from 


the United States declined in 1971 from $1.9 billion to $1.8 billion. At the 
same time, the U.S. share of the French market dropped from 9.9 to 8.5 percent. 
In 1972, our share remains at roughly the same level. It should, however, 
increase next year, once the effects of the Smithsonian currency realignment 
are felt more fully. 


The U. S. Embassy in Paris recently conducted a thorough analysis of the 
French import market to determine product categories with the highest potential 
for U.S. exporters. The most promising category, particularly for new to 
market firms, is mini-computers and computer terminals. The value of electronic 
data processing installations in France is predicted to rise i00 percent in the 
1972-75 period. Other high-payoff lines include the following: avionioa equip- 
ment; food processing and packaging equipment; electronic process control 
instruments; air conditioning machinery; audio-visual equipment; pumps, valves 
and compressors; medical equipment; automated machine tools and controls; 
equipment for the metallurgy industry; apparatus for monitoring and controlling 
industrial and water pollution; mechanized gardening equipment; leisure clothing; 
and toys and games. 


In addition, the Embassy sent letters to 60 American business leaders in 
France asking them to name specific U.S. products which could enjoy greater 
sales in France. By and large they replied with reference to their own par- 
ticular industries. For example, American building firms agreed that more U.S. 
specialty products for the home could be sold in France. Such items would 
include modern plumbing equipment, interior and exterior hardware and textured 
wall finishes. Others singled out industrial refrigeration machinery, special 
chemicals, coin-counting machines, high-quality machinery for the steel indus- 
try, security systems and hand tools. Many of the businessmen responding 
foresaw a bright future for certain U.S. consumer goods. Examples are pleasure 
boats, camping trailers, peanut butter and, especially, frozen foods. 


Improved Investment Climate 


In the late 1960s, many Frenchmen were highly critical of the role of U.S. 
investment in their economy. Since then, there has been a marked improvement 
in the investment climate. During a speech in New York in 1970, President 
Pompidou emphasized that France welcomes American direct investors. In the 
intervening period, there have been several well-publicized instances where 
the French Government turned down investment applications on industrial policy 
grounds. In the vast majority of cases, however, the record is one of routine 
approval of applications by U.S. firms to set up subsidiaries in France. The 
French regional development agency has also opened a special office in New 
York to promote U. S. investment in France. This approach on the part of the 
French Government has the approval of the bulk of the French public. For 
example, 67 percent of those polled in an opinion survey of French business 
executives, civil servants and professionals, taken last Summer, regarded the 
role of U.S. corporations in the French economy as beneficial. Only 16 percent 
disagreed. 
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